DEPARTMENT OF THE NAVY
NAVAL FACILITIES ENGINEERING COMMAND
WASHINGTON NAVY YARD
1322 PATTERSON AVENUE SE SUITE 1000

WASHINGTON, DC 20374-5065 IN REPLY REFER TO
ACQ 021

28 Jan 99

MEMORANDUM FOR DISTRIBUTION
Subj: PERFORMANCE BASED PAYMENTS (99-03)
Encl: (1) OASN(RD&A)/ABM memo of 6 Jan 99

1. Enclosure (1) isforwarded for your information and action, as appropriate.

iz

MICHAEL F. HOWARD
Director, Strategic Operations/
Community Management
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DEPARTMENT OF THE NAVY ASN-RDA:
OFFICE OF THE ASSISTANT SECRETARY [1999] [98] [97]
RESEARCH, DEVELOPMENT AND ACQUISITION [96]
1000 NAVY PENTAGON
WASHINGTON DC 20350-1000 OSD + Other:
[97] [96]
Jan 6, 1999

MEMORANDUM FOR DISTRIBUTION
Subj: PERFORMANCED-BASED PAYMENTS

Encl: (1)OUSD DP/CPF memo of 9 Nov 1998

Enclosure (1) is forwarded for your information. The Director of
Defense Procurement has provided some clarifications on the use of
PBPs based on last year's experience. Contracting Officers are
reminded that PBPs are subject not only to FAR 32.10, but also to the
requirements of FAR 32.1 concerning all forms of non-commercial
purchase financing.

Helpful information regarding the use and administration of PBPs
can be found at the Defense Contract Management Command website
(www.dcmc.hg.dla.mjl

Please forward the enclosed memorandum to appropriate
contracting personnel.

Elliott B. Branch
Executive Director
Acquisition & Business
Management
Distribution:
COMNAVAIRSYSCOM (2.0)
COMNAVFACENGCOM (11)
COMNAVSEASYSCOM (02)
COMNAVSUPSYSCOM (02)
COMSPAWARSYSCOM (02)
COMMARCORSYSCOM (02)
CNR (02)
COMSC (N10)
DC/S 1&L HQMC (MC-LB)



OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON
WASHINGTON, DC 20301-3000

ACaumRy ND
TECHNOLOGY November 9, 1998

DP/CPF

MEMORANDUM FOR DIRECTORS OF DEFENSE AGENCIES
DEPUTY FOR ACQUISITION AND BUSINESS MANAGEMENT,

ASN (RD&A) /ABM
DFPUTY ASSISTANT SECRETARY OF THE AIR FORCE

(CONTRACTING), SAF/AQC
DEPUTY ASSISTANT SECRETARY OF THE ARMY

(PROCUREMENT)
DEPUTY DIRECTOR (ACQUISITION), DEFENSE

LOGISTICS AGENCY

SUBJECT: Performance-Based Payments

Last year, the department af Defense made over $3 billion in

performance-based payments (PBPs). PBPs have proven to be an
effective means of providing contract financing, with reduced
burden to both the government and contractors. However, this

experience has also indicated a need for some clarification of
policies that pertain to their use.

When considering PBPs, contracting officers must remember that
they are a form of contract financing, and are subject not only to
FAR 32.10 requirements regarding PBPs, but also to the requirements
of FAR 32.1 concerning all forms of non-commercial purchase
financing. In particular, negotiated terms and conditions for PBPs
should comply with FAR 32.104 (a), which requires that "Government
financing shall be provided only to the extent actually needed for
prompt and efficient performance, considering the availability of
private financing." Payment amounts should represent what the
contractor could reasonably be expected to incur to achieve the
payment event, rather than resemble advance payments or an
inducement for the contractor to achieve performance levels that

exceed contract requirements.

PBPs that exceed the contractor's actual financing needs
increase the interest cost to the Treasury. To ensure an
appropriate level of financing, contracting officers should.
consider obtaining expenditure forecasts from the contractor as
part, of a complete evaluation of proposed PBPs. OQur goal 1is to
prevent payment amounts in excess of a contractor's forecasted

financing needs.



FAR 32.104(a) also requires the contracting officer to avoid
any undue risk of monetary loss to the Government through the
financing As with progress payments based on costs, the financing
provided through PBPs is secured by the vesting of title to the
Government of proporty acquired or produced under the contract. To
avoid undue risk of loss, contracting officers should negotiate
PBPs that establish payment amounts not expected to exceed the

projected tangible wvalue of that property,

Considerable information regarding the use and administration
of PBPs is now available at the Defense Contract Management Command
(DCMC) website (www.dcmc.hg.dla.mil). Contracting professionals
involved with the negotiation or administration of PBPs will find

this information helpful. ;

Eleanor R. Spector
Director, Defense Procurement



